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On July 26, President Carlos Saul Menem ended months of rumors and speculation by calling for
the resignation of Domingo Cavallo, Argentina's economy minister and the architect of the nation's
structural adjustment program. Menem quickly sought to assure both domestic and international
financial circles that the direction of the economic program will not change. However, both the
political opposition and the labor movement insist that major changes are needed because of the
excessive social costs of the government's neoliberal model. Cavallo was the last remaining member
of Menem's original cabinet. He was appointed foreign minister in July 1989 and replaced Antonio
Erman Gonzalez as economy minister in 1991.
Cavallo designed the covertiblity plan, which put the Argentine peso on a par with the US dollar,
and implemented stringent economic reforms. During the past five years under Cavallo's guidance,
Argentina has not wavered in its fidelity to the economic reforms that its foreign creditors, especially
the multilateral lending institutions, prescribed for ending the previous economic chaos. And, in
many respects, the prescriptions brought economic stability. However, the prescriptions proved
very bitter for the poorest sectors of society who have been losing hope that the benefits of the
country's newfound stability would begin to trickle down to lower-income groups. This frustration
has increasingly exploded in labor protests and rioting around the country (see NotiSur, 01/26/96
and 06/14/96).
Moreover, the economy has not rebounded from the recession caused by fallout from the Mexican
peso crisis in late 1994 (see NotiSur, 02/23/95 and 09/28/95). The Unemployment rate remains
extremely high, affecting 17.1% of the economically active population (EAP), and public unrest has
grown. Following the recent announcement of new austerity measures, several cities experienced
demonstrations and supermarket lootings. While the outspoken Cavallo had survived numerous
crises and was often considered to lead a charmed political life, he had come under increasing fire
recently.
In addition to the economic recession and growing public criticism of his handling of the economy,
in the June elections for mayor of Buenos Aires, the governing Partido Justicialista-peronista
(PJ) came in a poor third behind the winning Union Civica Radical (UCR) and the Frente del
Pais Solidario (FREPASO). This loss contributed to a re-examination of Cavallo's position in the
administration, since most analysts cited dissatisfaction with the economy as a major factor in the
PJ's loss (see NotiSur, 07/19/96). Cavallo also incurred the wrath of many Menem insiders with
public accusations of widespread corruption in the administration. On one occasion last year, the
volatile minister charged that "mafias were entrenched in the administration." He had frequent
clashes with other cabinet ministers as well as with the president. Nevertheless, as recently as July
19, when Menem replaced both the ministers of justice and defense, sources close to the president
said the only "untouchable" cabinet member was Cavallo (see NotiSur, 07/26/96).
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 3

LADB Article Id: 55587
ISSN: 1060-4189

Just days before he was asked to step down, Cavallo dismissed results of a poll that indicated the
majority of Argentines thought he should resign. In the mid-July poll, 56.5% of those responding
disapproved of Cavallo's handling of the economy, while 35.5% approved. "What is important
is what the president thinks, and he wants me to continue," said Cavallo. "Myself, I think that
leaving a job in difficult circumstances such as the conditions that now exist would create even more
problems." However, Cavallo's call for even more drastic economic tightening, including a reduction
in health benefits for retirees and cuts in a series of benefits now enjoyed by workers, apparently
precipitated his demise. When he announced the new measures, labor unions responded with a call
for a general strike on Aug. 8, and even some Cabinet members opposed the cuts.
According to Buenos Aires daily newspaper Clarin, two days before he was ousted, Cavallo
threatened to resign during a Cabinet meeting and Menem told him to go ahead. Instead, Cavallo
abruptly left the meeting. On July 26, after the markets closed for the day, Menem made the
announcement that Cavallo had been replaced and made it clear that he had asked for the minister's
resignation. Some analysts said that when Cavallo's policies began affecting Menem's approval
ratings, the minister's days in office were numbered. When it finally came, Cavallo's ouster took the
financial community somewhat by surprise.
Nevertheless, following an immediate negative reaction, the market recovered, indicating at least an
initial confidence that the current economic policies will remain on track. Menem's quick naming
of Central Bank president Roque Fernandez, considered an even more orthodox neoliberal than
Cavallo, to take over the economy apparently contributed to keeping the markets relatively calm.
Fernandez is a staunch backer of the model that Cavallo designed and implemented during the
past five years. However, most analysts are taking a "wait and see" attitude regarding Fernandez's
ability to stand up to Congress, which has balked at some of the more costly economic policies.
"If Fernandez gives in easily or accepts populist measures, the markets will react negatively," said
the influential daily Ambito Financiero. Fernandez's most immediate task will be dealing with the
growing deficit.
During the first half of 1996, the deficit grew to slightly more than US$2.5 billion, surpassing the goal
set with the IMF for the entire year by nearly US$1 billion. Cavallo's latest belt-tightening measures,
which set off the widespread protests, were in response to the deficit increase. But opposition
leaders challenged the administration to do more than just change ministers. "It was not Menem
who got rid of Cavallo, it was the recession, unemployment, and the fiscal deficit," said Rodolfo
Terragno, leader of the UCR. "Although Cavallo did not cause the recession, unemployment, and
the deficit, his policies made them worse." Terragno expressed concern that the first statements by
the new minister "suggest that we are about to embark on a new recessive adjustment."
Meanwhile, FREPASO leader Carlos "Chacho" Alvarez said the first thing that must be done is
establish a climate of confidence among investors in the Argentine economy, but he also demanded
changes in the model. "It won't work to just put in a new minister who represents the continuity of a
model that has long demonstrated its injustice," said Alvarez. "Modification of the economic policy
is necessary. It's the dog, not the collar, that needs to be changed."
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Alvarez said he was concerned that "Fernandez in the ministry signals a hard, rigid monetarist
policy, far from the concrete demands of the people who are calling for productive growth,
employment, and social equality." He added that the UCR "will continue questioning the limits and
the costs of certain components of Cavallo's plan, and the ideas on which it is based." While labor
unions initially applauded Cavallo's dismissal, the pro-government Confederacion General del
Trabajo quickly stressed the need for a change in policies and said it will still carry out its planned
general strike on Aug. 8 to protest the economic situation. [Sources: Inter Press Service, 07/25/96,
07/26/96; Clarin (Buenos Aires), 07/27/96; Agence France-Presse, 06/14/96, 07/19/96, 07/26/96,
07/29/96; Spanish news service EFE, 07/25/96, 07/26/96, 07/29/96]
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